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R14-4-304
R14-4-304
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R14-4-305
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Rulemaking Action
Amend
Amend
Repeal
New Section
Repeal
Renumber
Amend
Renumber
New Section
Amend
Amend
Amend

using both the authorizing statute (general) and the statutes the rule

3.

L

The specific authority for the Rulemaking. incl
is implementing (specific):

Authorizing states: A.R.S. §§44-1821, 44-1972, and 44-2032

Implementing statutes: A.113r=§§44-1822, 44-1823, 44-1971, 44-1972, 44-1973, 44-1974, and 44-2032

Constitutional authority: Arizona"Constitution, Article XV, §§4, 6, and 13

The effective dates of the rule:
August 6, 2002

A list of all previous notices appearing in the Register addressing the final rule:
Notice of Rulemaking Docket Opening: 6 A.A.R. 4123, October 27, 2000

Notice of Proposed Rulecnnaldngz 7 AA.R. 4952, October 26, 2001

The name and address of agency personnel with whom persons may communicate regarding the Rulemaking:
Name: Cheryl T. Farson

Address:

Telephone:

E-mail:

5

Arizona Corporation Commission, Securities Division
1300 W. Washington, 3rd Floor

Phoenix, AZ 85007-2996

(602)542-4242

Fax: (602)594-7470

cf@ccsd.cc.state.az.us

An explanation of the rule. including the a2encv's reasons for initiating the rule:
A.A.C. R14-4-301 through R14-4-308 ("Alticle 3") govern the adnniinistrative process under the Arizona Securities
Act and the Arizona Investment Management Act (collectively the "Acls"). The Arizona Corporation Commission
(the "Commission") repeals and remakes Article 3 to reflects recent statutory changes and to facilitate the administra-
tive process. Article 3 includes the following Sections:

A.A.C. R14-4-301 describes the scope of Article 3. When not in conflict with Article 3, the provisions of A.A.C.
R14-3-101 through R14-3-113 Mo apply to adnniitlistrative processes under the Acts.

A.A.C. R14-4-302 contains definitions relevant to Article 3.

A.A.C. R14-4-303 prescribes methods of service, including service by publication under specified conditions.

A.A.C. R14-4-304 enumerates the rights of witnesses and the procedures for formal interviews.

A.A.C. R14-4-305 requires that a respondent who has requested a hearing flle an answer within 30 calendar days
after the date of service of a notice of opportunity.
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A.A.C. R14-4-306 contains the process regarding a notice of opportunity for a hearing and a notice of hearing. The
tune-&arne for setting a hearing is within 60 days, but not earlier than 20 days, after the written request for hearing
has been made.

L

A.A.C. R14-4-307 provides the process regarding a temporary cease-and-desist order. The effective term of a tempo-
rary cease-and-desist is 180 days. The time-frame for setting a hearing is within 30 but no earlier than ten days after a
written request for a hearing is filed.

A ..A.C. R14-4-308 contains the requirements that must be met when a rescission or restitution is ordered by the Com-
rmssion, unless otherwise ordered.

A reference to any study that the agency relied on in its evaluation of or iustiiication for the proposed rule and
where the public may obtain or review the study. all data underlying each study. any analysis of the study. and
other supporting material:

None

A showing of good cause why the rule is necessary to promote a statewide interest if the rule will diminish a
previous grant of authority of a political subdivision of this state:

The rules do not diminish a previous grant of authority of a political subdivision of this state.

8 The summary of the economic. small business. and consumer impact:
The economic, small business, and consumer impact statement for Article 3 analyzes the costs and benefits that
accrue to the Commission, the office of the attorney general, the regulated public, and the general public.

The benefits provided by Article 3 are ro quantifiable. Article 3 should benefit the Comlnission's relations with the
regulated public because of increased clarity regarding administrative processes and procedures. The public will ben-
efit &om the cost and time savings inherent in clear, concise, and consistent practices. Article 3 will not increase
monitoring, recordkeeping, or reporting burdens on businesses or persons. The making of Article 3 does not materi-
ally increase the costs of implementation or enforcement.

LQ A description of the changéSbetween the proposed rule. including supplemental notices. and the final rule (if
applicable): ' \

None

4

A sumxnarv of the principal comments and the agency response to them:
The Commission did not receive written comments to the rules.

LZ Arv other matters prescribed by statute that are applicable to the specific agency or to any specific rule or class of
rules:

None

l3.= Incorporations by reference and their location in the rule:
None

Was this rule previously made as an emergency rule?
No

15. The full text of the rule follows:

TITLE 14. PUBLIC SERVICE CORPORATIONS; CORPOR.ATIONS AND ASSOCIATIONS;
sEcUR1TrEs REGULATION

CHAPTER 4. CORPORATION COMMISSION .. SECURITIES

ARTICLE 3.PRQ"ISI€,"IS r.'.8LA"':n" TI\ l"LNI"l','RC'.8P"""T RULES OF PROCEDURE FOR
1nvEsnGAnons. EXANIINATIONS. AND An1vnn1sTRAnvE PROCEEDINGS

Section
R14-4-301. Scope ofArtiele Scope
R14-4-302. Deésaieielas Article 3 Definitions
R14-4-303. Conidentielity Service
R44-4-304: Methods-oi? Service of Subpoenas, Notices, Orders, and Other Admcniiuistrntive Documents
R84-4-395:R14-4-304.Rights of Witnesses; Formal Interview; Procedures
R14-4-305. Answers
R14-4-306. Noticc of an Opportunity for e Hearing and Notice of 11 HearingNotices Regarding Hearings
R14-4-307. Temporary Cense and desist Orders Temporary Orders
R14-4-308. Rescission and Restitution
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R14-4-301. "cape of Article Scope
¥his1AftieleapplieHe-inlvest=igetions-- and examen-inadons conducted pursuant to the provisions of the-Seeufit=ies14=et--said-the-I-M
Aretrstnd--te-ess9~erd=ers-issued--unée1-such-aets4i41cr-rnot in conflict with this Article, the applieable-pfe=visieas-e£A=A==G=-Rr}4-
3-101 through R14 3 113 also shall apply.
This Article applies to investigations. examinations. and administrative proceedings under the Securities Act and the IM Act.
When not in conflict with this Article. the provisions of A.A.C. R14-3-101 through R14-3-113 apply.

R14-4-302. Befiaitieias Article 3 Definitions
the-iellewing-definitions shall apply to this Article 3 unless the context otherwise-requeifrese

-1: -'%A=tte1=1aey-Generalinaeaas--8ic-duly qualified and acting Attorney General of Arizona or the Attorney Genefalls-duly
appointed assistant.
2Di>visien31-means-the--Sccurities Division of the Arizona Corporation Commissions

-ex-amination under oath of an individual compelled or requested to testify as-per=t-ettlaaa
investigation or examination.
2Hague€elafvealéen11-naemas-the Hague Convention on the Service Abroad of Judicial and Extrajudieial--Deeuzaaents;

Treaties and Other Intcrnadonal Agreements 361, which is incorporated--by--reference;
dees--iaet-eent-aiaaaay-later-aaaacndmcnts or editions, and is on tile in the Of Nee of the Secretary of-Steateféepies-etlthe
Hagaeéeaatventien-aale-avail-able from the Securities Division of the Arizona Corporation Cornrnissien--and-Erase-the
5l?reat§=148sriafs-Seetienr,-Qftiee of the Legal Adviser, Department of State, Washington, D.C. 205-20:
iiH~fI--Aet3-lsaea-ns-1the1Aarazona Investment Management Act, A.R.S. § 44 3101-et-seq:
9R=espendelat84la=ealas--any-person who has been captioned in or served a notice or order of M a ssie&
iSeeurities Act" means the Securities Act of Arizona, A.R.S. § 44 1801-etceq-:

_ - . g_ __ n"-Mcludcs a limited liability company for purposes of the definition-ef"pe1=sea4as
dcf'1ncdinA.R.S. § 44 1801 (1*3)~

The definitions set forth in A.R.S. S§44-P801 and 44-3101 and the following deNniNons apply to aNs Aru'cle 3.
"Formal interview" means the exariiination under oath of an `mdividual compelled or requested to testify as part of an
investigation or examination.
"IM Act" means the Arizona Investment Management Act. A.R.S. S 44-3101 et seq.
"Respondent" means any person against whom the Division tiles a complaint. notice. petition or order.
"Securities Act" means the Securities Act of Arizona. A.R.S. §44-1801 et seq.

2-:
3 :

4

L
L

ARTICLE 3. PROVISIONS RELATING TO ENFORCEMENT RULES OF PROCEDURE FOR
INVESTIGATIONS_ EXAMINATIONS. AND ADMINISTRATIVE PROCEEDINGS

Arizona Adm in is trative Register
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R14-4-303. Confidential i ty Service
. . . d--by officers, employees, or agents of the Commission, including, but-net-liiaaitedtteg-the

slae ms=é-reporter-ereteneglaplaer--trainseribing the reporter's notes, in the course of any examination-er-ieeveségatien--shaltl;
iaualess-raaade-e-naaitereil-priblie-reeord, be deemed confidential. Officers, employees, and agents are prohibited--éeaaa-eaa4ag

` . . ilable to anyone other than a member, oNieer or employee of the Coinmissiengagentsdesig-
the Attorney General, and law enforcement or regulatory oitieials,--eaeeept--ira aeeerdanee

with--aaa3-miie-ef-the-Genaasaissien-er-unless the Commission or the Director authorizes the disclosure-of-sueh--inéalesnatiele-er
documents as not contrary to the public interest.
£ Documents required to be served in an adrlaiiuistrative proceeding. AH pleadings. motions. appearances. orders. and simi-

lar papers tiled in the record shall be served upon the Division and each respondent to the administrative proceeding by
the filing party. Service shall be made by a person at least 18 years of age.

§ , Service on the Division. Service upon the Division may be made by mailing a copy to the Division addressed to the attor-
ney of record for the Division or by delivering a copy to the Division addressed to the attorney of record for the Division.

Q Service on a respondent represented by an attorney. Whenever service is required or permitted to be made upon a respon-
dent represented by an attomev. the service shall be made by mailing a copy to the last mown business or mailing address
of the attorney or by any method authorized under subsections (Dl and (E). ,..

Q , Service upon individuals. Service upon an individual may be made by any of the following:
_L Bv personal service.
L By leaving a copy at the individual's dwelling. orirsual place of abode. with an individual of suitable age and discre-

tion residing therein.
By leaving a copy at the individual's usual place of business or employment with an employee. express or implied
agent. supervisor. owner. officer. partner. or other similar individual of suitable age and discretion.
By leaving a copy with an agent authorized by express or implied appointment or by law to receive service of process
for the individual upon whom service is being made.
Bv mailing a copy to the last known dwelling. usual place of abode. business address. or mailing address. Subpoenas.
notices. and temporary cease-and-desist orders served by mail shall be sent. return receipt requested. by certified

3
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mail. express mail. registered mail. or commercial courier or delivery service. The sig-ned return receipt shall consti-
tute proof of service. but shall not be the exclusive method of proving service.

L Service upon a corporation or other entity. Service upon a corporation. partnership. trust. limited liability company. asso-
ciatio1:L sole proprietorship. or any other entity. rnav be made by any of the following:
L BY leaving a copy with an employee. of suitable age and discretion. at any place of business of the corporation. part-

nership. trust. limited liability company. association sole proprietorship. or other entity.
L By leaving a copy with any officer or director of a corporation. managing or general partner of a partnership. trustee

of a trust. member of a member-managed limited liability company or manager of a manager-managed limited liabil-
itv company. or any representative of an association or other entity.

L By leaving a copy with any agent authorized by express or implied appointment or by law to receive service of pro-
cess for the entity upon whom service is being made.

i By mailing a copy to the last known business or mailing address. Subpoenas. notices. and temporary cease-and-desist
orders served by mail shall be sent. return receipt requested. by certified mail. express mail. registered mail. or com-
mercial courier or delivery service. The signed return receipt shall constitute proof of service. but shall not be the
exclusive method of proving service.

E , Service in a foreign country. When serving a subpoena. notice. or temporary cease-and-desist order in a foreign country.
service shall be by any internationally agreed means. If service is not accomplished within 120 calendar days from the
date service was undertaken under the internationally agreed means or if no internadonallv agreed means of service has
been established or the international agreement does not prohibit the use of other means of service. then service of any
document may be made by any of the following:
L In the manner prescribed by the law of the foreign country for service in that country in an action in any of its courts

of general jurisdiction.
2 As directed by the foreign authority in response to a letter of request.
_L Bv any of the following if not prohibited by the law of the foreign country:

a.
1 ; Diplomatic or consulangfficers when authorized by the United States Department of State.
c.

Q When service is complete. Service bY mail is complete upon mailing. All other service is complete upon delivery.
Q , Service by Publication.

L The Division may serve a person by publication under either of the following circumstances:
a The Division does not low the current address or residence of a person to be served.
In The person has avoided service and service by publication is the best means practicable under the circumstances

for providing notice of the administrative proceedings.
Service by publication shall be made as follows:

The Division shall publish a statement regarding the administrative proceedings at least once a week for four
successive weeks in a newspaper published in Maricopa county. If the person's last known residence or place of
business was in a different county 'm Arizona or another state. the Division shall also simultaneously publish the
statement in a newspaper published in the different county. If no newspaper is published in the person's last
mown county of residence or place of business. then the publications shall be made in a newspaper published in
an adjoining county. '
The published statement shall include the following information:
1, The name of the person.

The statutes or mies that the Division alleges the person has violated or is violating.
The location and the manner in which the person may obtain a copy of the notice or temporary cease-and-
desist order heme served.

i i The requirement and deadline for filing a request for hearing and the ability of the Commission to enter a
default order if the person fails to timely request a hearing.

The service shall be complete 30 days after the first publication.

R14 1 301. Methods of Servlet ofSubpoenas, Notiua, Drdtra, and Other Administrative Documents

3

Any method of service authorized by subsections (D) or (E).

By any other lawful method that is reasonably calculated to Hive notice as directed by the Commission.

" "  "  '  ' " ". R14-4-304.Rights of Witnesses; Formal Interview; Procedures .
A= Subpoenas, notices, and- orders issued pursuant to the Securities Act or the IM Act, and any other documents filed in an

elé em&veparmec g4ndcr the Securities Act or the IM Act, may be served by a sheriff, by the sheriffs deputy, by
an-employee-o£thc Commission, or by any other person who is not less that 18 years of age and who is authorized by the
lDi-vision-er-the-Gommission-to serve the Commission's subpoena, notice, order, or other documents filed in the adrninis
tractive proceeding.

B= Subpocnas,-notices, orders;-and other documents filed in an administrative proceeding may be served upon a natural per
sear-ilaeluéitag;bHt-not--l-iaaaited to, dealer, salesman, investment adviser, or invcsunent adviser representative, as follows :
-iv By personal service.

H "
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21 By leaving n copy at the person's dwelling-heuse, or usual place of abode;-wit-h-1 person of suitable age and discre
son, but not less than 16 years of age, then residing therein. 1

3: By leaving u copy at the person's usual-p4aeeet-business or employment with an employee, express or-implies!-agent;
supervisor, owner,-oMecr, pa1=mer=;er-ethei=-siesailar person of suitable age and discretion, but not less than 16 years of

age
4»: By-le-ailing-a-eepy=w=it&1-an agent-authori ed-4a3=express or implied appointment or by law to receive service of process

for the person to whom the subpoena, notice, or order is addressed.
5 : By---mailing a copy--of the subpoena, notice, or order in an envelope addressed to the last known dwelling house or

usual--plaeeef~abede-or--last lcnownbusiness address. Subpoenas, notices, and temporary cease and desist orders shall
be-sent-postage-prepaid?-b cerdfied mail, with return receipt requested. The signed return receipt shall constitute
proefoi scrviceof subpoenas, notices, and temporary cease and desist orders but shall not be the exclusive method of
presSing-service;-Eycfviee-of all other orders or other documents filed in the adrninistradve proceeding shall be deemed
eenaplctc whcn-a--eepy in an envelope, addressed to die last known dwelling house or usual place of abode or last
kaevvn-business-address, is deposited in the United States mail with let class postage prepaid.

A-sH1bp06s88-1&6t*i€€?<61d@1s+>f-<->4il10r document iliad in an adirniiuistl'ative proceeding may be served upon a corporation,
palmaefship;-t1lustrlirnited--liabilityeompany, association, or other business entity, including, but not limited to, a dealer or
an investment adviser, as follows:
-iv By-ieawing-eeep5=-wnfith-ass-employee, of suitable age and discretion, but not less than 16 years of age, at any place of

busillaess-eiltheeeaqaeraeien;-partnership, trust, limited liability company, association, or other business entity,
21 By--leav-ing-eeepy=wit-h any- officer or director of a corporation, managing or general partner of a partnership, trustee

094;-trast,-member-o§ member-managed limited liability company or manager of a manager managed limited liabil
tty company, or any authorized representative of an association or other business entity,

3= l3y-leaving-a-copy with any agent antheMed by express or implied appointment or by law to receive service of pro
less for the entity to whom the subpoena, notice, or order is addressed, or

4: By--naailing--a-copy-te-the-last known business address. Subpoenas, notices, and temporary cease and desist orders
shall-be-selmt-postage-ptepsfiéplay certified mail, with return receipt requested. The signed return receipt shall const
to~tc--proofof servieeof subpoenas, notices, and temporary cease and desist orders but shall not be the exclusive
naetlieelotproving-service. Service of all other orders or other documents filed in the adiaainistrative proceeding shall
bedeenaed-eensplete-w=hen-a copy in an envelope, addressed to the last known business address, is deposited in the
United States mail with let class postage prepaid.

D= Unless-eth=erwise-erdereél->y- the Commission, when a respondent has been served with a notice or a temporary cease and
desist-erder-and-tl»1e--respondent is represented by an attomcy in the administrative proceeding relating to the notice or the
tens;-aefaisy-eeasc-and-éesist--order, service upon the respondent shell be made by malting service upon the attorney. Ser
4Liee-upeia--theatteisaey-shall--be-deerncd complete when a copy of any amended notice, order, or other documents filed in
the-ada9aiia=isEFati¥c--preeeedéag;-addressed to the last lcnown business address of the attorney, is deposited in the United
States mail with let class Postage prepaid.

E= Unless otherwise provided by law, service may be effected in a foreign county:
-If By-any-inteiaafeiemrllqy-sngreed-means reasonably calculated to give notice, such as those means authorized by the

Hague-Gentveialt-isnt;-provided,-however, that if sewiee is not effected within 6 months from the date on which the
assistanee-of-the--geweiaiuaaent of the foreign country was requested pursuant to the applicable treaty or convention,
service may be effected as directed by the Commission; or

21 I£--inte1=nalEienall-y-egireed- means of service are unavailable, provided that service is reasonably calculated to give

a= Ea-Me- crpmwNbcd by the law of the foreign country for service in that country in an action in any of its
courts of general jurisdiction; or

b: As--directed bathe foreign authority in response to a letter rotatory or letter of request; or
e Unless prohibited by the law of the foreign country, by

i= Delivery-efeepies of the subpoena, notice, order, or other document filed in the administrative proceeding
to the party to be served personally, or ....
Assay-feeaen-efeaail requiring a signed receipt, to be addressed and dispatched by the Commission to the party
*c be served; or
Biplematie-or consular officers when authorized by the United States Department of State; or

d : I-iiethere-is-ne-la=w=Eal-nieans by which service can be effected in the foreign country, such means as the Commas
Zion shall direct.

Any person required or requested to appear as a witness at a formal interview may be represented by a lawyer. The law-
yer's role during the formal interview shall be limited to the following activities:
.L Giving legal advice to the witness before. during. and after the formal interview.
L Questioning the witness briefly at the conclusion of the formal interview for the purpose of clarifying any testirnonv

the witness has given.
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Any lawyer who is a subject of the examination or investigation.
.Q

D

1;

L

G.

the Director determines that earlier inspection may obstruct or delay the examination or investigation.
H.

1.

LL Malting sumrnarv notes during the formal interview solely for the use of the witness and the lawyer.
Notwithstanding subsection (A). the following lawyers may not represent witnesses at a formal interview:
L Any lawyer who has represented another witness who has testified at a formal interview in the examination or inves-

tigation.
Z Any lawyer who has represented anodmer person who is a subject of the examination or investigation.
.L Any lawyer who may be a material witness in the examination or investigation.
4.
The Director may permit a lawyer to represent a witness in those situations described in subsections (B)(1) through (8)(4)
upon a showing that such representation should be permitted in the interest ofjustice and will not obstruct the examination
or investigation. If a lawyer is not permitted to represent a witness under subsection (B). that lawyer's parers or associ-
ates of the lawyer's law firm are also precluded from representing the witness.
AH formal interviews may be recorded by the Division either mechanically or by a shorthand reporter ernploved by the
Division. No other recording of the fontal interview will be permitted except summary note taking by the attendees.
In addition to the persons identified in subsections (A). (C). and (D). the following individuals may attend a fontal inter-
V1€WI
L Individuals employed by the Cornrnission or the office of the attomev general.
L Members of law enforcement or other state. federal. or self-regulatorv agencies authorized by the Division.
; Translators authorized by the Division.
The Division may exclude Nom a formal interview any person previously permitted to attend the formal interview. includ-
ing a lawyer. whose conduct is dilatory. obstructionist. or contumacious. In addition. the members of the staff of the Divi-
sion conducting the formal interview may report the conduct to the Director for appropriate action. The Director may
thereupon take such iiarther action as circumstances may warrant. including. but not limited to. exclusion from further par-
ticipation in the examination or investigation.
A person who has submitted documentary evidence or testimony in connection with a formal interview shall be entitled
upon written request. and upon proper identification. to inspect the witness' own testimony on a date to be set by the
Director. The Director may delay the inspection of the record until the conclusion of the examination or investigation if

In connection with an examination hr investigation. the Director may delegate authority to members of the staff to admin-
ister oaths and affirmations. sign subpoenas. take evidence. and receive books. papers. contracts. agreements or other doc-
uments. records. or information. whether tiled or kept in original or copied form or electronically stored or recorded.
During a formal interview. a witness shall not knowingly make anyowe statements of material fact or omit to state any

material facts necessary in order to make the statements made. in light of the circumstances under which they were made.
not misleading .

R14-4-305. Answers
Aw Any person required or requested to appear as a witness at a formal interview may be accompanied, represented, and

advised by a lawyer. The lawyer's role during the formal interview shall be limited to the following activities:
-If Giving legal advice to the witness before, during, and after the formal interview;
2= Questioning the witness briefly at the conclusion of the formal interview for the purpose of clarifying any testimony

the witness has given, and
3: Malling summary notes during the fonaaal interview solely for the use of the witness and the lawyer.

B= Notwithstanding subseedon (A), the following lawyers may not represent witnesses:
I f Any lawyer who has represented another witness who has testified at a formal interview in the examination or invest

14

3: Any lawyer who has represented another person who is a subject of the examination or investigation,
3 : Any lawyer who may be a material witness in the examination or investigation,
4= Any lawyer who is a subject ef the examination or investigation.

Q The Director may permit a lawyer to represent a witness in those situations described in subseedons (B)(1) through (B)(4)
upon a showing that such representation should be permitted in the interest ofjustiee and will not obstruct the examination
Er investigation. If a lawyer is not permitted to represent a witness under subsection (B), that lawyer's partners or assoei
Otes of the lawyer's law Erma are also precluded 'dam representing the witness.

B= A11 formal interviews may be recorded by the Division either mechanically or by a shorthand reporter employed by the
Division. No other recording of the formal interview will be permitted except summary note taldng.

E : Unless permitted in the discretion of the Division, no witness or lawyer accompanying such witness shall be permitted to
be present during the fontal interview of any other wimcss testifying in a nonpublic examination or investigation. No per
son not employed by the Commission or the Attorney General shall be present during a formal interview except that the
Division may audioriae members of law enforcement or other state, federal, or self regulatory agencies to be present Dur
in such formal interview.
The Division may exclude from a formal interview any person previously permitted to attend the formal interview, includ-
ing a lawyer, whose conduct is dilatory, obstructionist, or contumacious. In addition, mc members of the staff of the Divi
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Zion conducting the formal intervllew may-tepeift-the-conduct to the Director for appropriate action. The Director may
thereupon take such funnier action as circuaaastaaaees-raaagy-watirrnnt, including, but not limited to, exclusion from further per
ticipation in the examinodon or investigation; .

G : A person who has submitted docurnentaryevideaeeef-testinaony in connection with a formal interview shall be entitled,
upon written request, and upon proper idealéfieatéen;--to--inspect the witness' own testimony on a date to be set by the
Director. The Director may delay the inspcetieiaeilthe-record until the conclusion of the examination or invesdgadon lg in
the Direetor's discretion, the Director determines-that earlier inspection may obstruct or delay the examination or invest
gather

H I In connection with an examination or investigation, the Director may delegate authority to members of the staff to admin
inter oaths and affirmations, sign subpoenas, take evidence, and receive books, papers, contracts, agreements or other doc
aments, records, or infonnation, whether filed or kept in original or copied font er electronically stored or recorded.

l= During a formal interview, a witness shall not knowingly make any untrue statements of material fact or omit to state any
material facts necessary in order to make the statements made, in light et the circumstances under which they were made,
not misleading.

, Within 30 calendar days after the date of service of a notice of an opportunity for a hearing. a respondent who has
requested a hearing shall file in the record and serve on the Division an answer to the notice.

_B The answer shall contain the following:
l An admission or denial of each allegation in the notice.
L The original signature of the respondent or the respondent's attomev.

Q, A statement of a lack of sufficient lmowledge or information shall be considered a denial of an allegation.
_IL An allegation not denied shall be considered admitted.
L When a respondent intends in good faith to derv only a part or a qualification of an allegation. die respondent shall spec-

ifv that part or qualification of the allegation and shall admit the remainder.
L The respondent waives any aH'lrmative defense not raised in the answer.
Q The officer presiding over the hearing may grraint relief Hom the requirements of this Section for good cause shown.
_H The notice of an opportunity for alrearing shall state the requirements with which the person served must comply under

this rule. °̀4\

R14-4-306. Notiec of an Opportunity for a Hearing and Notice of a Hearing Notices Regarding Hearings
Ah The Commission may issue a notice of an opportunity for a hearing or a notice of a hearing to determine whether to issue

a cease-and--desist order, order of rescission, restitution, or penalties, or odder order authored pursuant to the provisions
of the Securities Act or the IM Act.

B= A notice of in opportunity for a hearing and a notice of a hearing shall be served by any method permitted in R14 4 304.
A notice of an opportunity for c hearing shell set forth that the respondent will be afforded a hearing upon request to
docket control of the Commission if the request is made in writing within 10 days after receipt of the notice by the respond
seat ,

8 When a respondent requests a hearing pursuant to a notice of an opportunity for a hearing in accordance with the prove
Zions of this rule, the Commission shall set a date, time, and place for the hearing and shall forthwith notify the respond
dent. The date set for the hearing shall be within 30 days, but not earlier than 15 days, after the written request for hearing
has been made, unless otherwise provided by law, stipulated by the parties, or ordered by the Commission.

A , The Commission may issue a notice of an opportunity for a hearing or a notice of a hearing to determine whether to issue
a cease-and-desist order. order of rescission restitution or penalties. or other order authorized pursuant to the provisions
of the Securities Act or the IM Act.

_IL A notice of an opportunity for a hearing anda notice of a hearing shall be served by any method permitted in R14-4-303 .
A notice of an opportunity for a hearing shall set forth that the respondent will be afforded a hearing upon request to
docket control of the Commission if the request is made in writing within ten days after receipt of the notice by the
respondent.

Q When a respondent requests a hearing pursuant to a notice of an opportunity for a hearing in accordance with the provi-
sions of this rule. the Commission shall set a date. time. and place for the hearing and shall forthwith notify the respon-
dent. The date set for the hearing shall be within 60 days. but not earlier than 20 days. after the written request for hearing
has been made. unless otherwise provided by law. stipulated by the parties. or ordered by the Commission.

R14-4-307. Temporary Cease and desist orders Temporarv Orders
Ar- When the Division determines that the public interest will be harmed by delay in issuing an order to cease and desist, the

Diiésion may, with the consent of the Gomnrnaission, issue a temporary cease and desist order which will be in effect for
120 days or until vacated, modified, or made permanent in accordance with this rule, whichever comes let.

B : Temporary Hewe-and-MaNt orders shall be served pursuant to the provisions ofR14 4 304.
G : Thetenspersry--cease-sand desist order shall set forth that the respondent will be afforded a hearing upon request to docket

eenseel-eil-thc--G-ommission if the request is filed in writing within 20 days of service of the temporary cease and desist
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order. If a request for a hearing-is-not-filed--within 20 days, the Commission may, by written findings of fact and conclu-
sions of law, vacate, modify, or make permanent the temporary cease and desist order.
When a respondent requests a hearing in accordance with the provisions of this rule, the Commission shall set a date,
time, and place for the hearing and shall forthwith notify the respondent. The date set for the hearing shall be within 15
days, but not earlier than 5 days, aRch the written request for hearing has been filed, unless otherwise provided by law,
stipulated by the parties, or ordered by the Commission. The Commission may, after such hearing, by written findings of
fact and conclusions of law, vacate, modify, or make permanent the temporary cease and desist order.
When the Commission determines that the public welfare requires immediate action. the Commission may issue a tempo-
rary cease-and-desist order. which will be in effect for 180 days or until vacated modified or made permanent in accor-
dance with this rule. whichever comes first. The Commission may delegate this authority to the Director.
Temporary cease-and-desist orders shall he served pursuant to the provisions of R14-4-303 .
The temporary cease-and-desist order shall set forth that the respondent will be afforded a hearing upon request to docket
control of the Commission if the request is filed in writing within 20 days of service of the temporary cease-and-desist
order. If a request for a hearing is not filed within 20 days. the Commission may. by written findings of fact and conclu-
sions of law. vacate. modify. or make permanent the temporary cease-and-desist order.
When a respondent requests a hearing in accordance with the provisions of this rule. the Commission shall set a date.
time. and place for the hearing and shall forthwith notify the respondent. The date set for the hearing shall be within 30
days. but not earlier than ten days. after the written request for hearing has been filed unless otherwise provided by law.
stipulated by the parties. or ordered by the Commission. The Commission may. otter such hearing. by written findings of
fact and conclusions of law. vacate. modify. or make permanent the temporary cease-and-desist order.
The effective date stated in subsection (A) shall be tolled from the date a hearing is requested until a decision is entered.
unless otherwise ordered by the Commission.

R14-4-308. Rescission and Restitution
A= Where there has been a violation of the Securities Act or the IM Act, or any rule or order of the Commission, the person or

persons responsible for the violation may be required, pursuant to the Securities Act or the IM Act, to nnnke rescission
and/or restitution as provided Herein.

B= Where s rescission offer is ordered'by the Commission,
-11 The following materials must be 51ed with and receive prior approval from the Director before distribution to the pur-

4 :
5 :

a= A written offer to repurchase stating in reasonable detail the facts out of which liability arose and, in the event of
a violation ofA.R.s. §§ 44 1991, 44 1992, or 44 3241, the correct, true, or omitted facts.

by An offer to repurchase the security shall include an offer of:
i f Cash (or, if the Commission determines it is in the public interest, other property) equal to the fair market

value of the eonsideradon paid (determined as of the date such payment was originally paid by the buyer)-or
such lesser amount as shall be ordered by the Commission (if it determines that it is in the public interest to
order such lesser amount); together with
Such amount or rate of interest as shall be ordered by the Commission for the period from the date of pur-
chase payment to the date of repayment; less
The amount of any principal, interest, or other distributions received on the security for the period &on the
date of purchase payment to the date of repayment.

et The offer to repurchase shall be accompanied by a prospectus and other documents naaking full written disclo-
sure about the financial and business condition of the issuer and the financial and business risks associated with
the retention of the securities and contain any such further information as the Commission may require.

d : The offer to repurchase shall state that such offer may be accepted by the purchaser at any time within a specified
period of not less than 30 days after the date of receipt thereof unless a shorter period of time is ordered by the
Commission

2-= The o&lcr and any other materials required to bepresentedto the purchaser shall be made withina periodspecificdby
the Commission
Financial statements prepared in accordance with R14 4 120, A.llLs. § 44 3159, or other appropriate documentation
as requested by the Director or the Commission, shall be provided to the Director. The financial statemcnts~or-docu-
mentation shall dernonsaate that die person or persons funding the rescission offer has or have adequate funds to pay
the amount ordered pursuant to subsection (l3)(1)(b) to all purchasers of the securities who are eligible to accept the
rescission offer. The funding of the rescission oHlcr may be provided by the seller, ismicr, or other 3rd party
The Commission may order that funds be deposited in escrow as the Commission deems necessary.
When the rescission offer has been completed and the appropriate funds paid, the person funding the rescission-offer
must verify to the Director that the rescission offer was made in accordance with this rule. The verification-nsay-be
performed by an independent 3rd party, such as an-accountant or escrow agent, and by providing the pertinent--reeefés
documenting the rcseission offer to the Director:-'Phe following information must be included unless ethelanése
ordered by the Commission:
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a= Names, addresses, :Md tclepheme-19118-1a»ber-s-efl-etll-seeuritie:J holders of the issuer who had a right to receive-the
rescission oifcr, the amount--and»-paalehaseéates-4 sccudtics held by such securities holders, :Md the meant-of
principal, interest, or odor distribwieaas-ela-el-1-securities held by such securities-he!der*J~;

b : Names, addresses, and telepheeae-aluaaalbefeeriel-1--seeurities holders of the issuer who did not receive-the-reseissieri
offer and the reason why they-did-eaet-reeeive-the rescission offer, the amount and purchasedetes-e1*lseewFities
held by such securities holders;-eaaé-the--a-meeatof principal, interest, or other distributions on all-seewfities--held
by such securities holders;
¥cili~f?1eetien--of-reeeipt of the--reseissien--e¥fc1=-by all securities holders who had a right to and did-receive-the
rescission offer,

é : Pa-listof securities holders who accepted the rescission offer and those who did not accept;
e 4/ferifieation of payment of principal and interest ordered to be paid to all such securities holders--wheaeeepted

the rescission offer.
G= Where restitution is ordered by the Commission,

-l-= ¥hc~aaneuntpayable~as damages to each purchaser shall include the amount computed under subsection-(B)6H€bHess
the-enaeuat-ofany-sale-proceeds received on disposal of the security if it was sold at any time by the purchuseie

2= Fiaetneial-statenlaes8te-preparecl in accordance with R14 4 120, AILS. § 44 3159, or other appropriate documentation
as-requested-by--the--Di-rector or the Commission, shall be provided to the Director. The financial statements- or-doeu -
Iaaeatatéeae-slsrell-fleirionsaate that the person paying restitution has adequate funds to pay all purchasers the amount
computed in subsection (C)(l).

3= The-Genanission-may order that funds be deposited in escrow as the Commission deems necessary:
4e flfhc- Gommission may order the respondent to provide the following information to the Division:

ah Natnaesgaddasessesrand telephone numbers of all securities purchasers who had a right to receive restitution under
the-Gensiaiissionis--order, amount and purchase dates of securities purchased by such purchasers; fair market
value-e-Farny-non-cash consideration received by respondent from each purchaser of such securities; and any pay
went of principal, interest, or any other distribution on such security.

be Verification of payment `of_principal and interest ordered to be paid to all such purchasers.
When a person or persons have violated the Securities Act or the IM Act. or any rule or order of the Commission. the
Commission may require the person or Persons to make rescission and/or restitution as provided herein.

B.: If a rescission offer is ordered by the Commission.
L The respondent shall submit the following materials to the Division and upon approval from the Director. distribute

the materials to the purchasers:
a A written offer to repurchase stating in reasonable detail the facts out of which liability arose and in the event of

a violation of A.KS. S§44-1991. 44-1992. or 44-3241. the correct. true. or omitted facts. An offer to repurchase
the security shall include an offer of:
i Cash equal to the fair market value of the consideration paid determined as of the date such payment was

originally paid by the buyer: together with
Interest at a rate pursuant to A.R.S. S 4-4-1201 for the period from the date of the purchase payment to the
date of repayment: less
The amount of any principal. interest. or other distributions received on the security for the period from the
date of purchase payment to the date'of repayment.

Q The offer to repurchase shall be accompanied by a prospectus and other documents making full written disclo-
sure about the financial and business condition of the issuer and the Financial and business risks associated with
the retention of the securities.
The Her to repurchase shall state that such offer may be accepted by the purchaser at any time within a specified
period of not less than 30 days after the date of receipt thereof.

The offer and any other materials required to be presented to the purchaser shall be made within a period specified by
the Commission.
Financial statements prepared in accordance with R14-4-120. A.R.S. 8 44-3159. or other documents relating to the
business of the respondent as requested by the Director or the Commission, shall be provided to the Director. If a
respondent demonstrates that it cannot obtain audited tiinaincial statements without unreasonable effort or expense.
then the respondent shall provide to the Director a notarized statement of iinanciad condition. The financial state-
rnents or documentation shall demonstrate that the person or persons funding the rescission offer has or have ade-
quate funds to pay the amount ordered pursuant to subsection (B X1) (al to all purchasers of the securities who are
eligible to accept the rescission offer. The seller. issuer. or other third party may fund the rescission offer.
'The Commission may order that times be deposited in escrow.
When the rescission offer has been completed and the appropriate funds paid the person funding the rescission offer
shall verify to the Director that the rescission offer was made in accordance with this Me. The verification may be
performed by an independent third party. such as an accountant or escrow agent. by providinsz the pertinent records
documenting the rescission offer to the Director. All of the following information must be included:

£L
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_:L Names, addresses. and telephone numbers of all securities holders of the issuer who had a right to receive the
rescission offer. the amount and purchase dates of securities held by such securities holders. and the amount of
principal. interest. or other distributions on all securities held by such securities holders.

i i Names. addresses. and telephone numbers of all securities holders of the issuer who did not receive the rescission
offer and the reason why they did not receive the rescission offer. the amount and purchase dates of securities
held by such securities holders. and the amount of principal. Niterest. or other disuibutions on all securities held
by such securities holders.

_Q Verification of receipt of the rescission offer by all securities holders who had a right to and did receive the
rescission offer.

aL A list of securities holders who accepted the rescission offer and those who did not accept.

g Verification of payment of principal and interest ordered to be paid to all such securities holders who accepted
the rescission offer.

Q Based on the circumstances of the respondent and the purchasers. if necessary or appropriate to the public interest and
consistent with the protection of the investors. the Commission may prescribe by order alternative rescission offer
terms. including:

Q;

Q
$82.

.4

Q , If restitution is ordered by the Commission.

L The amount payable as dainuages to each purchaser shall include:

Cash equal to the fair market value of the consideration paid determined as of the date such payment was origi-
nally paid by the buyer: together with

b Interest at a rate pursuant to A.R.S. §44-1201 for the period from the date of the purchase payment to the date of
repayment: less

The amount of any principal. interest. or other distributions received on the security for the period from the date
of purchase payment to the date of repayment.

Financial statements prepared in accordance with R14-4-120. A.R.S. § 4-4-3159. or other documents relating to the
business of the respondent as requested by the Director or the Commission. shall be provided to the Director. If a
respondent demonstrates that it cannot obtain audited financial statements without unreasonable effort or expense.
then the respondent shall provide to the Director a notarized statement of financial condition. The Financial state-
ments or documentation shall demonstrate that the person paying restitution has adequate funds to pay all purchasers
the amount computed in subsection (C)(.l).

The Commission may order that funds be deposited in escrow.

The Commission may order the respondent to provide the following information to the Division:

Names. addresses. and telephone numbers of all securities purchasers who had a right to receive restitution under
the Commission's order: amount and purchase dates of securities purchased by Such purchasers: fair market
value of any non-cash consideration received by respondent from each purchaser of such securities: and any pay-
ment of principal. interest. or any other distribution on such security.

L Verification ofpayment o f principal and interest ordered to be paid to all such purchasers.

Based on the circumstances of the respondeintmd the purchasers. if necessary or appropriate to the public interest and
consistent with the protection of the investors. the Commission may prescribe by order alternative restitution terms.
including:

é'»..=

b

The offer of other identified assets in lieu of cash if the respondent lacks sufficient cash to offer the amount
required under subsection (BW l)(a) .

The offer of a specified lesser amount than the amount required under subsection (Bl(l)(a\ if the respondent
lacks sufficient assets to offer the amount required under subsection (BV l)(a).

The inclusion in the repurchase offer of information material to an understanding of the issuer. in addition to that
required by subsection (BV1)(b). if such information would be required if the securities were being registered.

A shorter period of time during which the offer to repurchase may be accepted.

Waiver of specified ihfgrmadon required by subsection (B)(5l if the Commission determines that producing such
information twill be undrily burdensome.

The payment of other identified assets in lieu of cash if the respondent lacks sufficient cash to pay the amount
required under subsection (C)(1).

The payment of a specified lesser amount than required under subsection (CX Ii if the respondent lacks sufficient
assets to meet the subsection (CW1) requirement.
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